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1.0 EXECUTIVE 


SUMMARY AND CONCLUSIONS 


The geographic location of the Regional Municipality of Hamilton- 


Wentworth relative to Canadian and U.S. markets, combined with the 


high level of fully-manufactured imports which enter the area, argue 


well for the establishment of a free trade zone in the Region in the 


near future. 


l. A zone can be used as an image tool to create interest in 


international business activity by local firms, new Canadian 


entrants to the Region from across the country, and eventually 


major 


foreign corporations. 


2. The zone must be seen as an evolutionary process. 
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The first step is a distribution centre for imports and also 
products to be re-exported to other countries. For Hamilton, 
the primary export markets are in neighbouring U.S. states. 


The second stage of zone development is as an area for 
upgrading imports. This stage begins to offer the beneficial 
economic spill-over effects to the region which are desired. 
The employment multiplier effects seen in other zones is in 


the magnitude range of 2 - 10. 


The third stage of evolution would be as an industrial park 
for manufacturing products for sale in Canada or elsewhere 
without any of the present constraints inherent in our Inward 
Processing customs regulations. The zone, however, will play 
a minor role relative to the total package of incentives that 
government(s) are prepared to offer, and the general economic 


characteristics of the area. 


3. The zone can also be used to draw air traffic to the Hamilton 


Civic 


Airport. This opportunity would be enhanced if Customs would 


agree to allow goods to be moved between the Zone and the 


Conference Centre and the Trade Centre for exhibition purposes. 


4. The zone can act as a development catalyst to many of the 
local service industries. 


5. Major decisions have to be made relative to the potential for 
legislative changes and the operational formats proposed for the 


zone before any major market testing can be undertaken. 


2.0 INTROODUCTION TO FOREIGN (FREE) TRADE ZONES AND 


2.1 Definition of a Foreign (Free) Trade Zone 

Foreign trade definitions have been issued’ by organizations in various 
parts of the world, and interpreted differently by countries and courts. 
For this report, the definitions used are those resulting from the 


Revised American Foreign Trade Definitions - 1941 and interpretations. 


A foreign-trade zone is a site within a country where foreign and 
domestic merchandise are considered by the government, generally, as not 
being within the Customs territory but in international commerce. 
Foreign or domestic merchandise may enter this enclave without a formal 
Customs entry or the payment of Customs duties or government excise 


taxes, and without a thorough examination. 


Merchandise entering a zone may be: 


Stored Displayed Assembled 
Tested Repaired Manufactured 
Cleaned Manipulated Salvaged 
Sampled Mixed Destroyed 
Relabeled Processed Re-exported 
Repackaged 


If the final product is exported from the zone to a foreign country, no 
Customs duty or excise tax is levied. If the final product is imported 
into the country, local Customs duty and excise taxes are due only at 
the time of transfer from the foreign-trade zone and formal entry into 
the host country. The duty is assessed on the value of the product 
itself or on the value of its imported parts, whichever is lower, at the 


option of the company. 
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2.2 Definitions of Commonly-Used Terms Related to Free Trade 


Zones and to Canadian Customs Regulations 


2.2.1 Free-Trade Zone Terms 


a 


The following definitions pertain to foreign-trade zones as 
established in the United States. Sources of the definitions 
vary, but acknowledgement should be given to the National 
Association of Foreign-Trade Zones, Mr. Marshall V. Miller, past 
president of the NAFTZ, and the Wilmington, North Carolina 


Foreign-Trade Zone. 


Grantee. The grantee is the organization which has the privilege 


of establishing, operating and maintaining a foreign-trade zone 
by grant of authority from the Foreign-Trade Zones Board. The 


grantee is often a governmental organization at the local level. 


Operator. The operator of the zone is a firm designated by the 


grantee to operate the zone. Sometimes, the grantee also 
operates the zone. When the grantee appoints an operator, it is 


often a private corporation. 


Tenant/User/Client. The firm that utilizes the services and 


facilities of the foreign-trade Zone. 


Customs Territory. The territory of the host country to which 


the general tariff law of the country applies but which is not 


included in any foreign-trade zone. 


Foreign Merchandise. Imported merchandise of every description 
(except articles specifically and absolutely prohibited by 
statute) which has not been properly released from Customs 


territory. 


Privileged Foreign Merchandise. In normal operations or prior to 


any manipulation or manufacture which would change its tariff 


classification, an importer may apply to have imported 


merchandise in the zone given privileged foreign status. The 
merchandise is classified and appraised and duties and taxes are 
determined as of the date the application is filed. Taxes and 
duties are payable, however, only when such merchandise or 
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articles are transferred to the customs territory. 


Zone Restricted Status. Merchandise transferred to a zone from 
the customs territory for storage or for the purpose of 
satisfying a legal requirement for exportation or destruction is 
considered exported and cannot be returned to the customs 
territory for consumption unless the Foreign-Trade Zones Board 
rules specifically that its return is in the public interest. 
The status of merchandise transferred to a zone under these 
circumstances is "zone restricted." Zone restricted merchandise 
may not be manipulated, except to destroy it, or manufacturered 


in the zone. 


Non=-privileged Foreign Status. Nonprivileged foreign status is a e 
category for merchandise which does not have privileged or zone- 
restricted status. Articles composed entirely of or derived 
entirely from non-privileged merchandise are classified and 
appraised in their condition at the time of legal transfer to the 


customs territory for consumption. 


Inverted Tariff. The United States, the EEC and some other 
political units are said to operate under an inverted tariff. 
This is the situation where the tariff structures are such that 
lower duties are assessed on finished product imports than on the 
parts which comprise the product. This is often seen as a key 
motivating factor to locate in an FTZ and serves to stimulate the 


domestic value-added component of the article within the FTZ. 
2.2.2 Terms Pertinent to Canadian Customs Regulations 


These terms are defined in Section 5 and are not repeated here. 


3.0 ANALYSIS OF EXISTING ZONE OPERATIONS 


The primary investigative procedure used during this pre-feasibility 
study was personal on-site interviews with operators and grantees of<a 
variety of foreign-trade zones in the United States and in Ireland. 
During telephone conversations preceding the beginning of this project 
with the most knowledgeable and respected people in the foreign-trade 
zone industry in the U.S., a typical comment, forcefully made, was that 
to understand foreign-trade zones and to appreciate their potential ina 
new application, there is no substitute for personal visits and 


interviews. 


The zones were selected for the visits based on one or more of the 
criteria of size, the integration of airport facviities into their 
operations or their proximity to an airport, the unique features of the 
zone, the length of time in operation (both older and newer zones were 
desired), and the knowledge and reputation of the grantee or operator 


personnel. 


3.1 Operation and Administration of FTZs in USA and Ireland 


The following zones were personally visited: 


1. Kansas City, Missouri 

2. Miami, Florida 

3. McAllen, Texas 

4. Orlando, Florida 

5. Burlington, Vermont 

6. Wilmington, North Carolina 


7. Shannon, Ireland 


A structured interview format was developed with the following questions 


being incorporated. 


1. The customs procedures and duty/tax calculation. 


2. Public incentives being offered to companies to set up in the 
zone . 
3. The target markets of the zones. 
4. Methods used in promotion of the Zone. 
5. Zone activities that are related to airport location when 
applicable. 
6. Level of tenant demand and fluctuations in use. 
7. Location of markets served from zone. 
8. Gdjectives of public authorities for zone. 
9. Mix of public vs. private in organizing and managing the Zone. 
10. Facilities offered to tenants. 


11. Services offered to tenants. 


Conclusions based on the interviews is presented below. A description 
of the information obtained from each of the interviews appears in 


Appendix 1. 


3.2. Conclusions Based on Zone Interviews 


a CUStoms: 
- The existence of the inverted tariff, as in the U.S. and 
Europe, is a critical motivator for merchandise processing in 
an FTZ. Otherwise, FITZ strength lies mainly in smoother customs 


procedures and delay of duty payments. 


2. Public incentives: 
- Mixed picture. 
- Normally state and federal incentives exist for manufacturing — 
particularly if the firm plans to build a separate structure. 
- Special tax incentives are normally offered to encourage 


exporting. 


Target markets: 


In early stages, zones seldom target their marketing activities 
—they just want to create activity. 

Distribution activities are primary source for attracting 
prospective tenants in early stages. 

After demonstrated success, zones then seek to develop further 
processing, longer leases, larger clients, and fewer service- 
oriented tenants. 

In the highest stage of zone development, the attempt is to draw 
higher-technology firms and feed local industrial parks by 


using the zone status. 


Promotional methods: 


Rely very heavily on public bodies,e.g.,government economic 
and industrial development missions. 

Major problem is explaining benefits. 

Highest payoff comes from personal selling with predesigned 
package for potential tenant. ee 

General advertising helps public and private awareness and 
supports general economic development efforts by the area, but 


usually results in little direct business. 


Activities related to airport: 


Gives tenant transportation mode flexibility. 

Most goods move by ship and truck. 

High value per weight required to justify air. 

Can help develop passenger traffic. 

If airlines provide special rates, the zone can prosper as a 


trans—shipment point. 


Tenant demand and fluctuations: 


Mixed picture of Success. 

There must be reasons for the firm to locate in the community in 
addition to zone availability, in order to be successful. 
Service industries and low value-added types of products (i.e., 


textiles) have greatest fluctuations in demand. 


Manufacturing tenants far more stable than distribution tenants. 

- Well-run zones and those that truly supply a need to their 
economic community have experienced growth in demand for their 
services. 

- Even during the difficult business year of 1982, the McAllen 
Zone and the Miami Zone experienced impressive gains. 

- Because of the generally depressed state of the economy in 1982, 

many other zones experienced decreases in their dollar volumes 

but increases in the number of firms locating in the zones to 


obtain the increasingly-important benefits. 


location of markets served: 

- Majority tied to imports to home market (49% of U.S. FTZ 
activity is export). 

- Export operations tied to membership in common market, 
favourable transportation and insurance rates, and a more stable 
economic and political environment. 

- Some success in timing product movements between zones on an 


international basis. 


Objectives of public authorities: 

- Create local employment. 

- Increase the level of international business awareness and 
activity by local firms. 

- Used as an additional part of general incentive package to draw 


firms to the area. 


Public versus private mix: 

- Generally very heavy public input. 

- Public backing seen necessary to reduce tenant costs and thus 
feed general objectives of local government. 

- Operation of a zone on a daily basis by private organizations is 
seen as acceptable — within clear policy constraints. 

~ Zones generally operated on a break-even basis. 

- In those zones where the grantees were governmental 


organizations, the zone grantee offices were typically comprised 
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of the manager and a secretary. In most cases, these operations 
were able to handle large increases in zone activities without 
having to increase the staff. In a number of zones of this 
type, the zone would not have any full-time staff but would 
operate out of the office of economic development for that 


community or out of the port authority office. 


Facilities: 


As a minimun: 


Warehousing, office space, and transportation facilities must be 
made physically available in advance in order to attract 


tenants. 


Facilities must be flexible relative to square footage demanded. 


Lease costs must be competitive — approximately $4.00-$5.00/sq. 
ft./annun for warehouse space. 
~ Land and incentive package must be available to allow tenants 


option of occupying a separate structure. 


Services: 
At a minimun: 


- Customs services on-site. 


Inventory control system which satisfies Customs —— manual or 
computer based. 
- Brokerage services on-site. 


Telecommunications available. 


- Linkage with local services —legal, banking, etc. 
Security above that offered by bonded warehouses. 
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4.0 CHANGES IN UNITED STATES FOREIGN-TRADE ZONE REGULATIONS 


There are almost continual changes in the regulations governing 


international trade. It is critical for those involved in FTZ 


activities to be aware of impending changes and the potential effect 


of those changes on FTZ operations and viability. 


4.1 


4.2 


Temporary Removal from FTZ in Bond 


The temporary removal of foreign merchandise from a zone to the 
U.S. Customs territory under bond, for the performance of certain 
operations, and thereafter returned to the same zone is being 
employed on a trial basis through formal requests to U.S. Customs 
headquarters. This will be evaluated by Customs after a one year 


trial. 


A similar process in Canada, for example, would allow goods to be 
moved from the zone to the Hamilton Convention Centre or Trade 
Center for exhibition and for local firms not im thegzonesco 
become involved in quality control testing of imported 


merchandise prior to storage in the zone for later sale. 


Harmonized Commodity Description and Coding System 
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The Harmonized Commodity Description and Coding System will 
comprise a "core" product nomenclature, based upon the Customs 
Cooperative Council (CCC) Nomenclature, which will serve as the 
basis for customs tariffs and the foreign-trade statistical 
systems of the United States and its trading partners. Canada is 
a member of the CCC and will be participating in the Harmonized 
Code. 


This would ease the problems of moving goods between zones in the 
U.S. and Canada. 


ial 


4.3 Urban Enterprise Zones 
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The U.S. government is considering the designation of severely 
depressed areas as Enterprise Zones under the Enterprise Zone Tax 
Act. Business investment in these zones will obtain major tax 
concessions to encourage job creation and small business growth. 
The government has stated that "whenever possible and desired, 
foreign trade zones should be nominated within enterprise Zones." 


This might create additional competition for existing FTZs. 
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U.S. Customs has recently reduced its customs supervision tasks 
within Bonded Warehouses by transfering the accounting and 
reporting responsibilities for many operations to the warehouse 
operator. Post-audits will be performed with the proprietor 
maintaining the records. Customs will not be directly 


supervising in-and-out movement for bonded warehouses. 


It will become legal to break customs seals without a Customs 
inspector being present. Also, material will be allowed to move 


in-and-out of the bonded warehouse 24 hours per day. 


The National Association of Foreign Trade Zones (NAFTZ) sees this” 
as somewhat of a reduction in the comparative advantage of using 
an FTZ instead of a Customs Bonded Warehouse. However, the more 
sophisticated organization found in zones, compared to bonded 
warehouses, will still leave an important distinction between 


the two facilities. 


4.5 Duty Charges on Production Equipment in a FTZ 


——— itil 


A recent ruling indicates that duty is not applicable on 
production equipment in an FTZ unless it is used in full-scale 
production. That is, if equipment is being tested for production 


or production is being performed on a preliminary basis to 
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develop a production system, the duty on this equipment is not 


applicable until full-scale operation commences. 


This procedure would be most beneficial in an industrial park 


with zone status. 


U.S. Customs Transaction User Fees 

U.S. Customs is investigating an additional Customs charge called 
a Transaction User Fee. It is estimated that a user fee of $80 
per Customs transaction might be levied. If implemented, this is 
seen by NAFTZ as a threat to FTZ operations. 


On the other hand, given that separate payment to Customs in 
Canada is not required now, this may represent a competitive 


advantage to zones in Canada. 
Inventory Taxes 


The U.S. Supreme Court recently ruled that inventory taxes will 
no longer be levied on merchandise in an FTZ. Although these 
taxes were not being charged in many states previous to the 
ruling, the statement by the Supreme Court and the related 
publicity has sparked increased business for FTZs in the U.S. 
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5-0 BENEFITS AND DISBENEFITS OF FOREIGN-TRADE ZONE ENABLING LEGISLATION 
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COMPARED TO EXISTING REGULATIONS 


Comparative advantages of Free Trade Zones over existing Canadian 
Customsoevehicless ton roreign Trade’ include the following 


observations. 


5.1 Drawbacks 


An essential difference between U.S. FTZs and Canadian Customs 
regulation is the need in Canada to apply for remission or 
drawback and the time value of duty payments until refunding is 
made. This application procedure is costly, time consuming and 


trade inhibiting. 


A Foreign-Trade Zone has the advantage that the firm's cash 
flow is enhanced by having used the duty, which would have been 
paid under drawback, from the time the shipment was received at 
the FTZ until the article is exported from the FTZ to a foreign 
country. Also, in the FTZ there is an elimination of the paper 
work involved in the drawback application. Although all, or 
almost all, of the duty is refundable if drawback is approved, 


there is no guarantee of this occurring. 
FTZ Advantages over Drawbacks 


1. No customs duties paid on arrival in Canada. 

2. No customs duties ever paid on exports. 

3. Cash flow advantage becomes greater when interest rate is 
higher. 

4. No time limit. 


5. No application for elimination of duty is necessary. 
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FTZ Disadvantages over Drawbacks 


1. Current drawback regulations allow the substitution of 
domestic for imported inputs into the exports. This 
"equivalents" clause might not be allowed in an FTZ. 
(Substitutions are not allowed in U.S. zones.) Proposed 
Canadian FTZ legislation should include an "equivalents" 
clause. 

2. Activity must be done in the zone and can't be done in 
manufacturers' facilities outside of the zone, unless 


sub=-zone status were approved. 


Two examples of drawback are the following. 


Portion of 
When Subject Duty Payable 
Item No. Goods to Drawback as Drawback 
97004-1 Steel When used in the 99% 
manufacture of 
files. 
97006-1 Hot-rolled hexagon When used in the 603 
bars of iron or manufacture of 
steel. cold-rolled or 


cold-—drawn bars of 


iron or steel. 
Inward Processing 


The regulations allow a manufacturing firm to apply for the 
importation of selected inputs to its manufacturing process on a 
duty-free basis. The manufacturer must establish a percentage 
of its total output of the referenced product which will be 
exported. This percentage determines the percentage of the 
inputs which are allowed duty-free status. Customs controls the 


process on the basis of an audit of the firm's books on a 
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monthly basis. This procedure, like the drawback provision, 
requires an application from the firm and is given only on the 


basis of specific conditions. 


FTZ advantage: 

1. Company does not need to post a security deposit, as they 
must under Inward Processing. 

2. Company does not need to apply for remission of duty on 
material exported or to be exported. 

3. Importation of merchandise under inward processing 
regulations must be preceeded by a remission application 
in order to avoid the cash flow loss of duty paid and later 
refunded =—— this slows reaction time to trade 
opportunities. 

4. FTZ reduces paperwork and customs activites with 
corresponding cost reduction to the taxpayer. 

5. Company does not have to pre-state the proportion of 
production that will be re-exported and thus can better meet 
changing market demands without having the consequent 


paperwork problems. 
Bonded Warehouses 


In a Canadian Customs Bonded Warehouse, the value for duty of 
foreign merchandise is assessed at the time of entrance to a 
warehouse. Value for duty in a U.S. FTZ is assessed on entry 
value or exit value (not counting value added), at the option of 
the tenant. This is more advantageous in the U.S. than in 
Canada because of “inverted tariffs" in the U.S. There is a 
difference between a Customs Bonded Warehouse and a Custom 
Sufference Warehouse in that for a Sufference Warehouse a 
perfecting customs entry is not made in order to expedite 


handling for short-term storage. 


1. A security deposit is not normally required in an FTZ, 
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except as demanded by the operator. 

2. Value for duty is established on entering the Customs 
Bonded Warehouse. The payment is made at exit at the 
duty rate existing at exit time. An FTZ duty value is 
established on the value of the entered parts or the 
value of the product at import date (minus value added), 
at the tenants option. 

3. A bond is not required. 

4. Customs procedures are reduced in a zone (also for short 
time periods in Customs Sufference Warehouses) . 

5. In an FTZ, duty is paid only on goods entered into 
Customs territory. No duty is paid on waste, damage, 
shrinkage, evaporation, and accountable loss occuring in 
an FTZ. Since value for duty is established upon 
entering the Customs Bonded Warehouse, this is not the 


case in Bonded Warehouses. 


The "Equivalents" clause in Canadian Manufactured Goods 
Exported Drawback Regulations is an attempt to encourage 
substitution of Canadian goods for formerly imported goods 


used in Canadian exports. 
5-4 Duty Remission 


This procedure attempts to encourage Canadian manufacturers to 
export, especially under the framework of world product 
mandates. (See Bill C-50 Customs Act and C-57 Excise Tax Act, 
and revisions.) In many ways, a Foreign—Trade Zone would act as 


a further enhancement to this process. 


In general, the proposed changes in legislation to support an FTZ in 
Canada will encourage Canadian value-added to imported products and 
eventually act as a major stimulus to export operations. While the 
Proposed changes represent a potential short-term reduction in 
revenues collected by customs, the longer-term increase in economic 


activity would more than off-set the short-term revenue short—fall. 
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6.0 PRELIMINARY ASSESSMENT OF BUSINESS INTEREST IN FOREIGN-TRADE ZONES 


This preliminary feasibility study did not have as one of its tasks 
the broad investigation of the businesses of the Region to determine 
their desires and needs for a Free Trade Zone and their projected 
benefits of locating in an FTZ. However, several businesses were 


interviewed during the project. 


Preliminary investigation with area firms involved in importing and 
exporting indicates that substantial benefits can still be achieved 
through the use of FTZs beyond what current Canadian Customs 


legislation and practices allow. These would include: 


1. Increased cash flow advantage and a corresponding interest cost 
reduction. 

2. Reduced cost of customs paperwork. 

3. Increased speed of reaction to foreign trading opportunities. 

4. Benefits of a freer trading environment which includes more 
efficient company operations and more streamlined customs 


handling. 


The following summaries of three company interviews illustrate the 
potential value of an FTZ to existing and future business in the 


Regional Municipality of Hamilton-Wentworth. 


Business A: As a Canadian subsidiary of a European company, 
Business A has the opportunity of supplying the U.S. market with 
a product which it would import from Europe. Although the firm 
would prefer to import from Europe into Canada and then supply 
the U.S. from the Canadian distribution center, the benefits of 
FTZs are enticing the company to establish a subsidiary firm ina 


U.S. FTZ to import and distribute directly to that market. 
Business B: A local manufacturer feels that Canadian customs 


duty rates create a situation of unfair competition, the benefit 


going to foreign firms. A particular product can either be 
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imported into Canada in finished form or it can be manufactured 
in Canada using some imported and some domestic components. The 
fully-imported competing product has no duty applied. However, 
duty is charged on the foreign parts which are used in the 
manufacture of this product by the Hamilton firm. ‘The result is 
a Canadian-manufactured product with a dutiable component that 
places it at a disadvantage to the competing duty-free foreign- 
manufactured item. In addition to the above, this company 
estimates that its annual savings would be at least $200,000 if 
it had FTZ benefits in Canada. This firm is making great efforts 


to increase its export business world-wide. 


Business C: A manufacturing firm in the Region is an active 
exporter of its products, both to the U.S. and to other foreign 
markets. This company is knowledgeable of FTZs and feels 
Significantly disadvantaged by operating in Canada without the 
FTZ benefits. The company has considered locating in a U.S. or a 
Caribbean FTZ. A desired feature is the speed with which FTZ 
companies can respond to trading opportunities, i.e., there's no 
need to ask for the government's permission on each activity as 


long as the operations conform to FTZ regulations. 


In order to assure the commerce of this area that this opportunity of 
FTZs has been investigated fully, we recommend that the Region embark 
on a full feasibility study. This study will investigate the 
feasibility of establishing a Hamilton-Wentworth International Trade 
Zone aS well as a Hamilton-Wentworth FTZ. The following general facts 


about users are known at this time: 


-Products most suitable for FTZ location generally have the 
following characteristics: 
- High foreign material content (either on a value or quantity 
basis). 
- High duty rates. 
- Visible duty advantages (i.e., high waste or shrinkage factor, or 


when inputs command higher duties than final product) . 
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- Higher duties on Canadian-produced products (that might contain 
imported parts) than on imported products. 

- High labour content (to benefit from the deduction from value added 
when produced in the Zone). 

- May benefit from higher levels of security protection than 


provided in a bonded warehouse. 


-Specifically, firms producing the following products could benefit 


from operating in a Foreign-Trade Zone: 


Machines for making paper Calculators 

Textile machines Cigarette lighters 

Automobiles Audio equipment 

Motorcycles Television receivers and components 
Snownobiles Medical equipment and supplies 
Computers Watches 

Yachts and pleasure boats Cameras 

Bicycles Piano components 

Athletic shoes Textiles. 


-When a Canadian firm produces merchandise for domestic and export 
markets in batch production lots, inventories much of the output 
and cannot designate the export portion since these orders are 


received at some future time. 


6-1 The Canadian Manufacturers' Association — The Position of Some of 


its Members 


The Canadian Manufacturers' Association requested a meeting to discuss 


their position relative to the establishment of Free Trade Zones in 


Canada. 


Present at the meeting of December 9, 1983 were three members 


of the CMA, Mr. John D. Morand, and the authors of this report. 


The C.M.A. has traditionally spoken out against the establishment of 
FTZsS on the grounds that: 


FS 


The present procedures for duty drawbacks and remissions, 
inward processing, bonded warehousing, and sufference bonded 
warehousing provide sufficient benefits for Canadian 
manufacturers that import parts and materials which are used 
in the production of products that are exported. This 
position is also the one that is taken by Canadian Customs. 
The C.M.A. also believes that FTZs primarily encourage 
imports ... something they wish to prevent, if at all 
possible, for the good of their membership. 

The C.M.A. sees the FTZs as primarily offering a special 
advantage to foreign firms, which they believe are the major 
tenants of zones, which would not be available or beneficial 


to Canadian firms. 


During this meeting, we responded to these concerns based on our 


evaluations of the potential operating procedures and benefits of the 


proposed Hamilton-Wentworth Free Trade Zone. 
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~- Inward processing requires that the manufacturer forecast 
the firm's export sales as a percentage of total 
production and then abide by this estimate within a margin 
OL -6rror. sins Situation is restrictive, difficult and 
lacks flexibility. 


- Present Customs procedures for drawbacks tie up the 
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company's cash between the date of duty paid and the date 
of duty remission. 

- The current procedures are relatively easier for larger 
firms to follow than for smaller Canadian companies. 
Also, smaller Canadian companies find it more difficult to 
understand the trading opportunities and often feel 
intimidated by the government. 

- The point was made by Mr. Morand that if indeed there is 
no reason for a zone to exist, then no firms will use the 
zone and it will stand empty. Therefore, why should the 
FTZ concept be resisted out-of-hand? The marketplace 
should be allowed to run its assessment and be the final 


judge on the viability of FTZs. 
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additional products into Canada. 
- Currently, Canada is importing at such high levels that the 
presence of FTZs would hardly spur a major increase! 
- It's hoped that by making the process of importing and 
exporting easier, that more Canadian firms will become 
involved in exporting. 
~ Canada has already lost many jobs to the movement of 
production facilities to overseas locations due to 
financial, economic, production, and political reasons. 
Under existing customs and revenue legislation and 
regulation, it is very difficult, if not impossible, to 
foresee any of these lost jobs returning to Canadian soil. 
They were lost for valid reasons and those reasons still 
exist. However, the proposed enabling legislation 
represents an opportunity to re-import some of these lost 
jobs by encouraging the importation of partially-finished 
goods to Canada with the finishing manufacturing done in 
Canada. The intention is to increase the Canadian value- 
added component of these imports, which might stay in 
Canada or be re-exported to world markets. 
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3. Concern should be focused on jobs, not on company ownership. 

- While foreign-owned firms may well utilize the zone, the 

major emphasis should be placed on job retention, creation 

and re-importation and not on the ownership of the 
employing firms. 

- All benefits of zone location would be available to 
Canadian firms that, we believe, will take advantage of 
the services and the opportunities to reduce their costs. 
Certainly, the marketing efforts for the zones can be 


primarily focused on Canadian firms. 


An additional point was raised by the C.M.A. representatives 
concerning the potential loss of revenue to the Canadian government. 
We were Surprised to hear this arguement coming from representatives 
of private enterprise. Nevertheless, we attempted to inform the 
visitors that the tax revenues to be gained from employment would more 
than make up for lost import duties. 


It should be noted that subsequent to this meeting, the authors were 
able to determine from other C.M.A. members that this group did not 
necessarily represent the opinion of the majority of the C.M.A. 
membership. To the best of our knowledge, a membership vote has never 


been taken on this matter. 
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6.2 A Target Market Study 


In order to effectively address the potential market response to a 
Hamilton-Wentworth Free Trade Zone or International Trade Zone, a 
formal Target Market Study and Strategic Market Plan needs to be 


executed. 


There are two main project divisions that need to be performed, each 
of which has several phases. These are: 

1. Determination of the characteristics of the Hamilton- 
Wentworth Free Trade Zone or International Trade Zone which 
can be, should be, and will be offered; 

2. Assessment of the market demand for the defined Hamilton- 


Wentworth Free Trade Zone or International Trade Zone 


Naturally, before a prospective tenant of the FTZ can indicate his 
level of interest in such a zone, there must be a well-defined 
description of the services available in the zone, the unique 
characteristics of locating there, the benefits to the firm, the zone 
strengths and weaknesses, and specific operating characteristics of 


the zone and of companies within the zone. 


To provide this information, the Region itself must have a clear 
understanding of exactly what they are proposing to the firms. Even 
in the U.S., with a long history of FTZs, there exists considerable 
public confusion over what a zone offers. As was noted in the zone 


call-reports, this represents the single greatest marketing problem. 


Therefore, should the Region wish to pursue either the establishment 
of an International Trade Zone or a Free Trade Zone, it must clearly 
establish what legislative changes are reasonable to expect, what 
infrastructure it is prepared to offer, what type of zone operation it 
plans to establish -- in particular what services and costs -- and 
what additional incentives it is prepared to offer to attract 


investment. 
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The assessment of market demand for the well-defined zone, will 
include the following steps: 

1. Identification of Candidate Growth Industries; 

2- Locational Analysis for Industry Attraction; 

3. Zone Benefits Analysis; and 

4. Prospect Company Identification. 


When this information is available, the research team can prepare 
Simulated economic benefit worksheet documents that can be presented 
to identified prime zone prospect organizations so that they can see 
the extent of the advantages offered and what zone operations might 
mean to their profits.[See Appendix 2 for economic benefit worksheets 
used by some U.S. zones in their marketing activities.] This more 
successful approach of obtaining direct input from firms in response 
to tangible benefit presentations has been found to be the only 
realistic method of accurately forecasting participation in a zone. 
It has been the experience of other zones that general interest types 
of survey methods yield very poor downstream results. 
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7. CONCLUSIONS, GENERAL RECOMMENDATIONS AND SPECIFIC IMPLEMENTATION 
PROCEDURES 


7.1 Potentials for Development of International Trade 


——— EES EE SS 


in the Regional Municipality of Hamilton-Wentworth 


Based on the encouragement of Minister of Transport Mr. Pepin, there 
are two developments which could arise as attempts to encourage 
Canadian international trade and industrial economic development in the 


Regional Municipality of Hamilton-—Wentworth. 


ce ee ee 


Without Enabling Legislation 


The public benefit of the development of a "Foreign Trade Zone" (or 
International Trade Zone) at the Hamilton Civic Airport without changes 
in Canadian Customs and Revenue Legislation depends almost totally on 
the synergistic effect created between the zone, the Economic 


Development of the Region, and the Hamilton Civic Airport. 


The following represents the primary benefits of this type of zone: 

1. Facilitate the development and expansion of international 
trade through the organization of services and physical 
facilities which will change a complicated and difficult 
foreign transaction into a transaction which will be as easy 
as a domestic sale. This will be especially true for new and 
smaller firms. 

2. Reduce the cost of international transactions through the 
economies of larger scale and concentrated foreign trading 
operations. 

3. Diversify the commercial profile of the Region through the 
attraction and enhancement of companies involved in 
international trade. 

4. Encourage domestic and foreign firms, in the interest of 
Canada, to be serious members of the world economy and trading 


community. 
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721.2 The Public Benefit of the Development of a Foreign Trade Zone 


at the Hamilton Civic Airport Operating under Enabling Legislation 


The benefits that would accrue due to operation of the zone as a true 
Free Trade Zone under enabling Canadian legislation (parallel to that 
existing in the U.S.) would include those items mentioned above plus 


the additional benefits listed as items 5 through 21: 


1. Facilitate the development and expansion of international 
trade through the organization of services and physical 
facilities which will change a complicated and difficult 
foreign transaction into a transaction which will be as easy 
aS a domestic sale. This will be especially true for new and 


smaller firms. 


2. Reduce the cost of international transactions through the 
economies of larger scale and concentrated foreign trading ¢g 
operations. 


3. Diversify the commercial profile of the Region through the 
attraction and enhancement of companies involved in 


international trade. 


4. Encourage domestic and foreign firms, in the interest of 
Canada, to be serious members of the world economy and 


trading community. 


5. Since a Free Trade Zone would not be considered as part of 
the Canadian Customs Territory, reduced customs procedures 
would contribute to a situation more conducive to local 


firms entering the international trading field. 
6. Encourage the increased use of many local services such as 


the Convention Centre, the proposed Hamilton Trade Center and ¢ 


Arena, hotels, travel agencies, insurance agencies, freight 
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forwarders, customs brokers, banking, legal firms and so on. 


7. Encourage greater use of the airport facilities and encourage 


wider traffic patterns by airlines. 


Examples of community benefits attributable to FTZs include the 


following: 


HixXer ale 


A zone can have a magnetic effect which draws investors 
to the general geographic area. For example, the owner 
of the Miami, Florida zone is opening an industrial park 
next to his zone facilities. Most of the early tenants 
are firms which began operations in Florida by using the 
Miami zone as a distribution center. Another 
illustration is the Mitel plant in the Burlington, 
Vermont FTZ. The plant has experienced tremendous 
growth within the Zone. After outgrowing its Zone 
quarters, it built another plant in Burlington which is 
outside the FTZ. This is also experiencing healthy 
growth. 

Toyota. 

- Toyota's Long Beach, California sub-zone has had a 
Significant impact on that community. The direct 
multiplier from Toyota's truck assembly plant in the 
area of sales, service and distribution is 7 jobs for 
each employee at their plant. 

- In addition, they increased the supply of U.S.-made 
parts by 24% from 1980 to 1981 alone, a total of $189 
million. 

- Foreign firms in zones can become middlemen for 
domestic manufacturers in the sale of their products in 
the firm's home markets or elsewhere. Toyota is selling 
some of General Electric's products back in Japan — $65 


Maeclorneei Dn 19S), In addition, Toyota's new cargo 


vessel, Sunbelt Dixie, was designed expressly for the 


transportation of Toyota vehicles to the U.S. and the 


shippment of citrus exports from the U.S. to Japan on 
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the return trip. 


The advantages to firms locating in the zone include: 


8. 


10. 


ll. 
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14. 


Since material brought into the zone from foreign sources is 
not considered to have entered Canadian Customs Territory, 
there would be no duty or tax to be paid until an article 
composed of the foreign merchandise is actually imported to 
Canada. 


Goods may be presented to Canadian customs for duty 


classification at the time of the most favourable duty rate. 


Savings can be realized on freight and duties by shipping 
unassembled or disassembled merchandise to the zone and 


reassembling these. 


A zone firm would not have to make separate application to 
Customs for duty rebates due to shrinkage, evaporation, 


seapage, nor on waste if destroyed in the Zone. 


Insurance and financing costs are reduced as rates on the 
value of goods stored in the zone are based only on the 
original purchase price and freight costs and do not include 


customs duties. 


A firm has the flexibility to ship goods into Canada, or any 
other market, depending on short-term market conditions, 
without having to be concerned about the accuracy of original 
forecasts of the percentage of material to be imported 
presented to Customs, or having to deal with the paperwork 


involved under present Inward Processing regulations. 
Gods having quota limitations may be brought into the Zone 


and held for future quota period openings or re-exported. 


This is not possible under present legislation. 
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17. 


18. 


19. 


20. 


2. 


Merchandise may be moved from zone to zone or from zone to 


port of export under bond without payment of duties. 


Goods may be sold at wholesale prices or transferred to 
another person within the zone without moving the goods or 


paying duties. 


Domestic goods may be included with foreign goods in the zone 


for display, storage, and distribution/sales purposes. 


If paper work associated with imports has problems, the firm 
can place the merchandise in the zone indefinitely without 


having to pay duty. 


For products manufactured in the zone, there is an option to 
either pay duty onthe finished product or on its foreign 
components. There is no duty on the labour or the value 
added. 


Goods brought into the zone may be altered, re-labeled, or 
re-marked to meet federal or local requirements, or to avoid 
fines. Samples may be withdrawn to submit to Customs for 


proper classification. 


Merchandise having quota limitations may be manufactured into 


non-quota items. 
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7.2 GENERAL RECOMMENDATIONS 


Past reports on the topic of Free Trade Zones in Canada (Mirabel, 
Halifax, and Churchill) have strongly assured that most of the 
benefits that U.S. Foreign-Trade Zones offer their tenants are 
currently provided in Canada by existing Canadian Customs procedures. 
These procedures include the Inward Processing Remission Order, 
Canadian Manufactured Goods Exported Drawback Regulations, Home 
Consumption Drawback Regulations, Goods Imported and Exported Drawback 
Regulations, Obsolete or Surplus Goods Remission Order, Customs Bonded 


Warehouses Regulations, and Customs Sufference Warehouses Regulations. 


These reports generally concluded that since most of the U.S. benefits 
are met, there is little, if any, advantage to encouraging the 
Government of Canada to implement the enabling legislation that would 
provide the full benefits of Free Trade Zones in Canada. In fact, one 


report Stated that all of Canada is a free trade Zone. 


Our investigation shows that although many of the advantages available 
to tenants of U.S. Foreign Trade Zones are available here, Canada is 
certainly not a Free Trade Zone. Also, in an era of increasingly 
fierce foreign trading, the provision to our Canadian trading 
companies of many of the benefits of Free Trade available to foreign- 
based firms may help solve our problems of comparative disadvantage in 
international commerce. Canada should, at a minimum, establish Free 
Trading legislation that at least would allow Canadian firms to 
compete effectively against our U.S. neighbours and, in turn, against 


off-shore interests. 


The essence of Free Trade is the unencumbered movement of articles 
from foreign countries through the host country and on to re- 
exportation. Although some customs procedures are necessary regarding 
inventory accountability, few additional procedural or financial 
requirements should be placed on articles that are imported and then 
re-exported. The conceptual orientation of foreign trading as a 


business activity contributing to industrial economic development 


ey 
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Should be re-established. Free Trade can act to stem the loss of jobs 
to more competitive nations and to substitute the foreign labour 


component of imported merchandise with Canadian labour. 


When foreign-made components are less costly than corresponding 
Canadian components, there is the threat that the Canadian 
manufacturer of that article becomes less competitive and eventually 
the total manufacturing operation moves to the less expensive foreign 
sites. Canadian Customs and Taxation should recognize that Canadian 
operations cannot be cost competitive on all articles and the 
imposition of duties which serve to amplify our comparative 
disadvantage places the viability of the Canadian exporter/importer in 


jeopardy. 


The critical concern is to enhance Canadian exportation, even if it 
involves re-exportation of foreign components. In this way, Canadian 
manufacturing jobs will still be maintained, to some extent, rather 


than causing all of the jobs to be exported. 


The concentration of international trading companies within FTZs would 
reduce customs costs on these activities because of the efficiency of 
regulating these areas rather than a wide dispersion of these firms. 
Also, FTZ customs procedures would not be as demanding as are current 


requirements. 


There can be other significant advantages to locating within an FTZ, 
one being the benefit of having the operations managed by 
international trading experts and professionals in security, 


warehousing, inventory control, stevedoring and customs brokerage. 


Speed and flexibility in making business decisions are critical in 


international business. Customs paperwork and red tape tends to 
discourage domestic firms from entering the export market and makes 
business difficult and more expensive for established firms doing 


business internationally. Changes in this area would be most welcome. 
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Although there tends to be a close and supportive relationship between 
U.S. Foreign-Trade Zones and the U.S. Customs Service, there are a 
number of points which could be improved. During discussions with 
U.S. Foreign-Trade Zone participants, there tended to be a great deal 
of interest in the opportunity which exists in Canada to establish FITZ 
legislation without the problems which exist in the U.S. because of 
historical precedence. In fact, starting from a clean slate and 
building streamlined and effective enabling legislation could provide 
Canadian firms with a comparative advantage over U.S. foreign trading 


companies and those from other competing countries. 


For these reasons, this study project team encourages the Government 
of Canada to enable the establishment and development of Free Trade 
Zones within its borders and designate these as not being within the 


Canadian Customs territory. 
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7-3 PROCEDURE FOR ESTABLISHING AN INTERNATIONAL TRADE ZONE (FTZ) 


AT THE HAMILTON CIVIC AIRPORT 
The establishment of a free-trade zone in the Region can contribute 
materially to the prosperity of its residents. To reach this end, 
it's important to develop and follow a procedure for the FTZ's 
establishment which will ensure its success. The following steps have 
been developed through discussions with FTZ grantees, the National 
Association of Foreign-Trade Zones and the staff of the National 
Foreign-Trade Zones Board in the US. 


1. Passage of the Required Enabling Legislation. 
In Canada, no legislation currently exists which specifically 
enables an organization to establish a FTZ. Consequently, the 
critical first step in the development of the Hamilton-Wentworth 
International Trade Zone is the passage by Parliament of the 
appropriate legislation. As mentioned earlier in this report, we 
have a great opportunity in Canada to initiate legislation that 
deals with this topic for the first time and can be written to be 


unencumbered by awkward earlier acts and precedence. 


An initial step in the path to enabling legislation is to have 
the proposed legislation written in preparation for submission to 
Parliament. 


The enabling legislation should incorporate a number of the 
present advantages offered by zones in the United States, namely: 
- An inverted tariff structure to encourage value-added 
processing; 

- The exemption from dutiable value of all labour costs, 
overhead, and profits incurred within the Zone. 

- Special incentives due to tax and duty concessions. 

- Provision for allowing the establishment of foreign-trade 
subzones, which provide FTZ benefits to individual 


companies in their separate zones. 
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While the draft legislation is being written, the Region should 


execute a process which will unquestionably establish the case 


for an International Trade Zone (FTZ) within the Regional 


Municipality of Hamilton—Wentworth. 


This process will involve the following tasks: 


ie Ws 


Clearly Define the Hamilton-Wentworth International 


Trade Zone. 


Before additional information can be obtained from the 
market, a concrete definition of the proposed 
International Trade Zone must be developed. This 
document will include the economic benefits that 
companies will achieve from location within the Region's 
International Trade Zone. Also, proposed physical 
facilities and managerial and governmental services 
should be described to provide a written illustration of 
the Zone and to serve as a point of discussion during 


company visits and interviews. 


The authors of this report have spoken to a number of 
firms that have indicated that the establishment of a 
zone would be of significant benefit to them. A more 
substantial surveying of potential zone clients would 
allow for the establishment of a set of reasons which 
strongly indicates why such zones are necessary, the 
extent to which they would be used, the most preferred 
set of services to be offered, and an indication of the 
number of such zones which would be economically viable, 


particularly within this Region. 


This process should be executed through personal 
interviews with firms currently located within the 
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Region and those having a high likelihood of relocating 


here. 


An Economic Benefit Worksheet should be developed which 
can be worked through with each company to illustrate the 
potential financial benefits which the firm would enjoy 
by locating within the proposed FTZ. An example of such 
a worksheet which is used in a United States FTZ is 


provided in Appendix 2. 


Description of the Community Benefits based on the 


Tenants. 


The output of Step 2 will provide a list and description 
of companies which will be high-potential prospects for 
the Zone. Attempts will be made to obtain firm 


committments from these companies for Zone tenancy. 


The list of prospective tenants together with their 
projected activity levels will help to establish a 
forecasted economic benefit to the community. This will 
include direct and indirect job creation, company 
expenditures in the Region, the birth of support 
companies for both services and material, and the overall 


economic multiplier for this activity. 


Tentative Commitments for Operation of the Zone. 


The costs and benefits of the Zone should be establihed 
on aS much factual data as possible. The minimum 
information should included cost estimates for the 
physical facilities and cost and revenue estimates 


provided by a potentail operator. 


The Region should work to construct a model of the 
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physical facilities of the Zone and to obtain cost 
estimates for construction, operation, maintenance and 
alterations. The input to this task should include the 
best features of existing and planned zones in the U.S. 
and elsewhere. Cost-—benefit analyses should be done on 
features which might be particularly attractive to 
tenants and provide flexibility for obtaining additional 
revenues. The preceeding company survey should include 
an assessment of required and desired distribution, 
manufacturing, processing and office facilities within 
the Zone. 


The Region should next request that companies which are 
interested in operating the Zone on a day-to-day basis 
submit proposals for operation. This step will provide 
evidence for establishing the case to the Federal 
Government and will also supply information which will 
help the Region to decide whether it will operate the 
Zone itself or whether it will employ a private company 


to manage and operate the Zone. 
2. Foreign Trading Service Planning 


The enabling legislation will provide a working structure within 
which the Zone will operate. At this stage, the earlier 
interviews with prospective tenant firms will represent the 


potential market of clients for the newly approved Zone. 


These prospective zone tenants will be re-visited to update their 
economic benefit worksheets, to determine the services and 
facilities which they will need within the Zone, and to obtain 


their commitment to the Zone. 
The services needed for foreign trading will be described and 


evaluated and final decisions will be made on those which will be 
provided to clients. 
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The zone must be seen as an evolutionary process encompassing the 


following stages. 


CP INemMEireSt cConmigunacilon ot the Zone will be as a 
distribution centre for imports and also products to be re- 
exported to other countries. For Hamilton, the primary 


export markets are in neighbouring U.S. states. 


To achieve the first stage of development, that of 
establishing a distribution centre, the zone would need to 
offer, at a minimum, the following: 
- An established warehouse structure with flexibility 
in space allocation and possible office space. 
- Rental rates of $5 - $7 per sq. ft/annum recommended. 
- On-site inventory control system, tied to accepted 
customs audit procedures, to be used at least by 
all tenants involved in distribution. Preferably, 
this would be computer-based. [1] 


fit US. ‘Customs requires an unbroken accurate audit trail of all 
Maker lal spassumg. unto land toute of say FZ. To provide this 
accountability, U.S. Customs assists FTZ companies to maintain a manual 


inventory control system which conforms to U.S. Customs requirements. 


In addition, U.S. Customs will evaluate inventory control systems used 
by FTZ companies to determine whether these can be used in lieu of the 
Customs inventory control system. If found to be acceptable, the 
company is given permission to use this Alternative Inventory Control 


System rather than Customs' system. 


In discussing this procedure with Canadian Customs, we were informed 
that Customs would welcome the situation where international trading 
companies located in trade parks and all had computerized inventory 


control systems tied directly to Customs computers. 
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- Ready road access. 

- On-site customs brokerage services. 

- A recognition by Customs of free-zone-status —— i.e., 
goods in the zone have not entered the Canadian 
Customs Territory. 

- An established relationship with major banks for 
document and foreign exchange processing. 

- Full telecommunication facilities. 

- A respectable security system in the eyes of 
potential tenants -- but beyond that normally 


associated with a bonded warehouse. 


2.2 The second stage of zone development is as an area for 
upgrading imports.” “This ‘stage begins ter omtommene 
beneficial economic spill-over effects to the region which 
are desired. The range of employment multiplier effects 


seen in other zones is in the magnitude of 2 - 10. 


To achieve the second stage, that of partial processing, 
will require the following: 

- Inverted tariff structures which levy lower duties on 
finished product imports than on parts and the 
willingness to exclude all labour, overhead and 
profit in the zone from dutiable value. Without such 
changes, which are present elsewhere in the world, 
the advantage of the zone to any foreign exporter is 
greaty reduced. 

- The provision of multipurpose facilities and the 
willingness to provide custom-designed facilities on 
a long-term lease basis. 

- The recognition, by Customs, of zones elsewhere in 
the world in establishing dutiable value of goods, 
i.e., based on transaction price rather than fair 
market value. (Apparently, valuation for duty based 
on transaction price is planned to be implemented in 
January 1985. This is a result of the Tokyo Round of 
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GATT.) 

- In accordance with zone status, investment in the 
zone should be exempted from FIRA review. 

- In particular for the processing of goods to be re- 
exported, investment incentive packages similar to 


those found in the U.S. should be provided. 


2.3 The third stage of evolution would be as an industrial park 
for manufacturing products for sale in Canada or elsewhere 
without any of the present constraints inherent in our 
Inward Processing customs regulations. The zone, however, 
will play a minor role relative to the total package of 
incentives that government(s) are prepared to offer, and the 


general economic characteristics of the area. 


In the third stage of evolution, manufacturing facilities 
will be developed. A successful operation in stages one and 
two will create a positive image for the marketing program 
by the Region. One should, however, consider the following 
critical actions at this time: 

- The provision of zone status to a designated 
industrial park area in the region. 

- The encouragement of Canadian firms presently 
incorporating high levels of imported inputs in their 
products to consider future expansion in such an 
industrial park. 

- A provision for linking the services offered at the 


airport zone to those firms at an external site. 
3. Facilities Planning and Site Development 


There appears to be very little standardization in facilities 
with the exception of the following general rules: 
- maximum space allocation flexibility (e.g., 300 sq. ee 


and up) ; 
- optional office space available 
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- full range of load handling capability 


- facilities for other on-site building and land services 


In general, firms wishing to establish large-scale processing do 
So in facilities constructed for them under various negotiated 


agreements. 


Site decisions need to be made and investment undertaken relative 
eo 
- location (preferably with direct runway access) ; 
- infrastructure, i.e., power, water, sewage, communications, 
road access (heavy vehicle capability), security and so 


on. 
4. Arrangements with Outside Service Organizations. 


Organizations outside of the Regional Government which will 
provide necessary services must be identified, evaluated, and e 


commissioned to perform those services for tenants. 


These services include customs brokers, shippers, legal advisors, 
financial services, stevedoring, and many others. The Zone's 
concern is to provide the most appropriate services to Satisfy 
tenant needs at the lowest cost to the tenant and the minimum 


amount of investment in facilities within the Zone. 
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8.0 REFERENCES AND SOURCES OF INFORMATION FOR PROJECT 


Personal on-site interviews at the following Free (Foreign) 
Trade Zones: 
- Kansas City, Missouri 
- Miami, Florida 
- McAllen, Texas 
- Orlando, Florida 
Burlington, Vermont 
Wilmington, North Carolina 


- Shannon, Ireland 


Attendance at the 10th Annual Conference of the National 
Association of Foreign-Trade Zones, Portland, Oregon, October 9 
through 13, 1982. (Including discussions with representatives of 
many Foreign-Trade Zones in the United States, the Executive 
Secretary and International Trade Specialist of the Foreign-Trade 
Zones Board, U.S. Department of Commerce, and staff from the U.S. 


Customs Service. 


Discussion at the Headquarters of the National Association of 


Foreign-Trade Zones, Kansas City, Missouri. 


Discussion with the Director and other staff members of Commercial 
Traffic Control, Customs Programs Branch, Customs and Excise, 


Revenue Canada, Ottawa, Mtario. 


Summaries and Conclusions from the following studies: 
- Feasibility Study of a Free Trade Zone at Mirabel, 1980; 
-~ Feasibility Study of a Free Trade Zone at Halifax, 1960; 
- Feasibility Study of a Free Trade Zone at Churchill, 
Manitoba, 1973. 


42nd and 41st Annual Reports of the Foreign-Trade Zones Board to 
the Congress of the United States. 
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Numerous documents, tariff statements, and promotional material 
from the Foreign-Trade Zone site visits and the Annual Conference 


of the National Association of Foreign-Trade Zones. 


Documentation describing the plans of the Regional Municipality of 
Hamilton-Wentworth. 


Cooksey-Davis, Betsy. Sourcebook on Foreign-Trade Zones, 
Washington, D.C.: Free Zone Authority, Ltd., 1981. 


Discussions with management of several manufacturing companies 


located in the Regional Municipality of Hamilton-Wentworth. 
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APPENDIX 1.0 SUMMARIES OF FOREIGN-TRADE ZONE SITE VISITS 


A.1.1 Operation and Administration of FIZs in USA and Ireland-——- 
Summary of U.S. and Ireland FTZ visits — Zone Interviews 


The following zones were personally visited: 


1. Kansas City, Missouri 

2. Miami, Florida 

3. McAllen, Texas 

4. Orlando, Florida 

5. Burlington, Vermont 

6. Wrlmington, North Carolina 
7. Shannon, Ireland 


A structured interview format was developed with the following questions 
being incorporated. 


1. The customs procedures and duty/tax calculation. 

2. Public incentives being offered to companies to set up in the 
zone. 

3. The target markets of the zones. 

4. Methods uSed in promotion of the Zone. 

5.Zone activities that are related to airport location when 
applicable. 

6. Level of tenant demand and fluctuations in use. 

7. Location of markets served from zone. 

8. Gjectives of public authorities for zone. 

9. Mix of public vs. private in organizing and managing the zone. 

10. Facilities offered to tenants. 

ll. Services offered to tenants. 
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Summary of Zone Interviews 


1. Kansas City, Missouri (Zone No. 15) and 


Kansas City, Kansas (Zone No. 17) 
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Customs procedures and duty/tax calculations. 

- Customs regulates the zones under the regulations contained in 
TORE Reel GOnand Sacer k.. 400.200—203. 

- Customs officers installed in permanent facilities at entrance 
to zonesites (operator pays 137.5% of Customs officers' 
Salaries and office space). 

- Tenants must maintain a system for controlling and accounting 
for merchandise in the Zone to establish an audit trail. They 
can use the Customs' inventory system or the Zone's 
Computerized Alternative Inventory Control System approved by 
U.S. Customs' Regional Commissioner; 

~ Duties and taxes are assessed and collected in accordance with 
1980 U.S. Customs regulations; 

- Material entry and exit is registered through U.S. Customs 
Form 214, Customs Form 215 and Customs Form 216: 

CF 214 — Application for Admission and/or Status 
Designation 
CF 215 - Application for FTZ Activity Permit 
CF 216 - Application to Constructively Transfer FTZ 
Merchandise to U.S. Customs Territory 


Public Incentives. 

- State of Missouri, State of Kansas and Greater Kansas City 
incentives for new business development. 

- Tax exempt industrial revenue bonds. 

- Investment tax credits. 

- Publicly supported vocational/training programs. 


Target markets for zone tenants. 

- Marketing of zone facilities is not targeted to any specific 
industries, countries, or product categories. 

- Companies wanting to be located at a central distribution 
point for North America. Have available truck, rail, air or 
barge transportation. 

- Companies wanting the benefits of nearly constant temperature 
and humidity, no ground vibration and full security can locate 
in the Zone's unusual underground site, complete with roads 
and rail service. 

- Long term storage, professional warehousing, manipulation, 
processing, repackaging and manufacturing can all be 
undertaken in the zone. 


Promotional methods. ; 

- Zone grantee, Greater Kansas City Foreign Trade Zone 
Inc., works with local bank managers of international banks, 
local offices of international accounting firms, law firms, 
and advertising and public relations firms to identify 
prospective zone tenants. ‘ 

- Advertising is placed in international business publications. 

- Promotional material is sent by direct mail to prospective 
zone tenants and to third party influentials, such as banks, 
accounting firms, and international carriers. 


- Personal selling is done abroad by commercial consuls, banks 
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and other third party influentials. 

- Educational and promotional seminars are conducted in the 
region for banks, accounting firms, and legal firms with 
international clients. 

- Prospective tenants are invited to Kansas City to inspect the 
zone facilities and also to assess the business and 
economic climate of Greater Kansas City. 

-A Foreign Trade Zone Use Economic Benefit Analysis is 
performed for every interested prospect to assess the 
financial benefit of operating in the zone in terms of direct 
duty and tax savings. 

- Operators are required to maintain their own marketing 
activities in addition to those provided by grantee. Formal 
marketing plans must be developed by operators and approved by 
grantee. ; 

- Grantee feels that key to Zone success is due to effective 
marketing of the zone in conjunction with the area. 


Zone activities related to airport. 

- Kansas City International Airport is located within easy 
access of Kansas City Zones. 

- Less than 10% of merchandise is transported by air. 


Tenant demand and level of fluctuation. 

- Greater Kansas City zones have over 75 tenant firms from more 
than 35 countries. 

- While having a large stable tenant group, the zone is 
continually attracting new clientele. 

- Fifth largest zone in U.S. in dollar volume. 


Location of markets served. 

- Tenant firms represent more than 35 countries and service 
mainly U.S.A., but also Canada, Central and South America and 
other world markets. 


Objectives of public authorities. 

- Greater Kansas City Foreign Trade Zones is considered to be an 
integral part of Kansas City business development. 

- The Zone grantee and operators work closely with 
politicians, and businesses on the development of Zone 
business and also on general regional economic development. 

- Zone and governmental philosophy is one of integration and 
close cooperation. 


Public vs. private mix. 

- The Kansas City zones were the first in the U.S. to be totally 
operated by private enterprise. 

- Zone grantee, Greater Kansas City Foreign Trade Zone Inc., is 
a private not-for-profit corporation. 

- Zone operators are private corporations hired by the grantee. 

- Although closely cooperating with public organizations, the 


belief is that private organizations develop more successful — 


zone operations. 
- Area benefits from an economic multiplier of 4.5 on zone jobs. 


Facilities provided. 


- Largest foreign trade zone space in the U.S. Includes 
underground and above-ground sites. 
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Underground facilities provide nearly constant temperature and 
humidity and extremely low energy charges. 

All operations permissible within a U.S. Foreign Trade Zone 
are performed in Kansas City Zones. 

Four established sites. 

General purpose warehouse operations. 

Space available for immediate occupancy. 


Services provided. 


Security above that of a bonded warehouse. 

Unusually rigid security provided in underground site. 
Constant on-site U.S. Customs, customs brokerage and 
professional warehousing and distribution services. 
Computerized Alternative Inventory Control System available. 
Office space and display space available. 

National Association of Foreign Trade Zones (NAFTZ) is located 
in Kansas City for convenient assistance. 

Grantee company employes two people, the president and his 
secretary. 

Zone grantee maintains very close contact with NAFTZ, the 
Foreign Trade Zone Board of the U.S. Government, and U.S. 
Customs. 
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Customs procedures and duty/tax calculation. 

- Customs officials on-site from 9:00 a.m. to 5:00 p.m. 

- Audit the zone-managed inventory control system. 

- Gods move into the zone by bonded carrier and re-exit the U.S. 
in the same manner. 

- Duty/tax calculations as per 1980 U.S. legislation -- see 
Appendix. 


Public incentives. 

- State of Florida incentives for new investment. 

- Profits from overseas sales non-taxable by state. 

Target markets. 

- Firms that have operated in other zones of the world — know 
what they are and can move goods between zones. 

- Shipping and distribution to market - 90% of business. 

- Gateway to Latin American market - 70% of goods leaving zone. 
Based on better transportation from Miami for Latin America than 
between same Latin American ports of entry and a more stable 
environment. Transportation rates from Europe to Florida 
cheaper than to Latin America and insurance costs are less. 

- Now seeking processing in an adjacent industrial park with zone 
status. 

- Picking targets from tariff/duty list -- i.e.: high duty on 
Indian silk but no duty on finished goods made from silk. 

- Import-substitution oriented. 

- Only major U.S. zone oriented to substantial exporting from 
U.S. 


Promotional methods. 

- Participate with federal and state governments in overseas 
missions. 

- Prepare materials for companies from particular countries 
explaining all the income advantages, including the impact of 
bilateral tax treaties. 

- General advertising seen as being of little value. 

- Personal sales calls made by staff of four people. 

- Have exclusive real estate agents in five European countries and 
one in Japan. 


Activities related to airport location. 

- 70% of incoming goods arrive by boat, 70% leave by air. 

- Latin American destinations — over 1000 flights per week from 
Miami. 

- High percentage of tenants selling high value/weight items 
(watches, electronics) and/or items sold in limited quantity 
(e.g., Persian rugs at $2,000-$4,000 each). 


Tenant demand and level of fluctuation. 

- The zone was established three years ago. In 1980 the total 
volume was $171 million, in 1981 it was $326 million, in 1982 
$435 million. 

- Presently 140 tenants are located in the Zone. 

- In the beginning, they had high turnover since many tenants 
thought the zone was a retail operation. 

- Today, tenants are stable and must sign three year leases. 
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location of markets served. 
- Unique in its export orientation and Latin American 
concentration noted above. 


Objectives of public authorities 

- Develop Latin American commercial centre in Miami. 

- Employ large number of Spanish speaking immigrants. 

- Develop airport and harbour traffic. 

- The major initiative has come from the private owner (who 
invested some $30 million in the facility). 


Public vs. private mix. 

- Grantee is Greater Miami Foreign-Trade Zone, Inc., a not-for- 
profit corporation affiliated with the Greater Miami Chamber of 
Commerce. 

- Zone operator is the Miami Free Corporation, a private Florida 
corporation. 

- Publicly-provided serviced land at reasonable cost. 

- Indicated strong support and thus eased capital raising from 
financial institutions. 

- Provides promotion free of charge. 

- Owner has sole responsibility for operations and is producing a 
strong profit picture. 


Facilities provided. 

- Most modern facilities available in any U.S. zone: 
-600,000 square feet of warehousing space. 
-140,000 square feet in two exhibition malls. 
-Industrial Park. 

-Exterior staging area. 
-Container Freight Station. 
-Bank, restaurant and other support services. 


- Public warehouse (labelling, packaging and total distribution 
services). 


Services offered. 

- Provide a computer-based inventory system for all tenants. Mly 
one totally operational in the U.S., and accepted by customs for 
audit procedures. Estimated cost of $300,000 in hardware and 
over $1 million in software development. Only useful for 
tenants with multiple items — thus target market. 

- Extensive security service with a 20 man police force trained to 
work with customs. 


- Costs: Office-warehouse - $4.44 sq. ft. annually. 
Exhibition mall - $11.86 - $14.84 sq. ft. annually. 
General office - $18.53 sq. ft. annually. 
General service charges: 
Office-warehouse $1.36 sq. ft. annually. 
Exhibition mall $4.81 sq. ft. annually. 
General office’ $4.17 sq. ft. annually. 
Inventory control system: $100 month minimum (20 
tallies plus $3 per additional tally). 
- $350 month for master lot system (total record 
keeping). 
Utilities: billed quarterly on allocated basis. 


3. McAllen Foreign Trade Zone, McAllen, Texas, Zone No. 12 
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Customs Procedures. 

- Two Customs officers permanently assigned to, and stationed at, 
zone (zone pays 137.5% of salary plus overtime, plus office 
space). 

- Zone operates under U.S. regulations 19CFR146 and 15CFR400 (see 
appendix) . 

- Duties and taxes paid in accordance with U.S. federal 
regulations. 

- Standard U.S. Customs Foreign Trade Zone forms CF214, CF215 and 
CF216 are used for entry, exit and processing documentation. In 
addition, records of physical movement into and out of zone are 
maintained on tally-in and tally-out forms, which are accepted 
by customs. 

- One of the tenants is on an Alternative Inventory Control System 
(manual). Other tenants use Custom's inventory control. 


Public incentives. 

- The State of Texas does not provide and does not allow any 
public incentives to private business. 

- The zone financial structure is developed to include a planned 
deficit. This amounts to the provision of an incentive by the 
City through inexpensive tenant fees. 


Target markets. 

- There is no targeting of marketing efforts to any specific 
industry or product category. ; 

- Solely light manufacturing, no heavy, at this time. 

- The zone has the best security of any area in the region. Some 
tenants have located in the Zone solely for the benefit of the 
security system. 

- Companies that need inexpensive labour and can afford the 
capital cost of constructing a twin plant on the Mexican side of 
the border. (No Mexican labour is allowed in McAllen FTZ). 

- Companies desiring direct trading with Mexico through a FTZ. 

Promotional methods. 

- The Zone itself does no marketing. 

- Marketing of the zone is done by the McAllen Industrial Board 
(Economic Development) and the McAllen Chamber of Commerce. 

- Because of this zone's unique features (location) and success, 
it is felt that little marketing is needed. 


Zone activities related to airport. 

- Very little merchandise is handled by air. 

- Almost all merchandise is transported by truck from and to Los 
Angeles and Houston. 


Tenant demand and fluctuations. 
- McAllen is the largest general purpose zone in the U.S. in 
dollar and weight volume: 
- expected value to be about $973,000,000 in 1982. 
- expect weight to be about 82,000 short tons in 1982. 
- Zone is considered to be at 92% capacity at this time. 
- Additional land has been obtained. Construction will begin 
soon. 
- 27 tenants as of September 21, 1982. 
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location of markets served. 

- Major amount of trade has been done with Japan, Taiwan, Mexico, 
West Germany, England, Canada and Hong Kong. 

- Slightly over half of forwarded merchandise enters the U.S. 
customs territory. 


Qojectives of public authorities. 

- Creation of increased employment by encouraging the location of 
new businesses in the McAllen Foreign Trade Zone and in the City 
of McAllen by using the attraction of the Foreign Trade Zone. 


- Public versus private mix. 

- Zone grantee and operator are public organizations. 

- Objective is to attract business by inexpensive rent funded by 
city taxes and by other benefits of a FITZ. 

Attempt is being made to break-even in two or three years. 


Facilities offered. 

- 40 acre industrial park. 

- 77,000 square feet of general purpose warehouse processing and 
manufacturing space. 

- Costs per square foot of covered space varies from $3.12 to 
$8.28 per sq. ft. per year. 


Services offered. 

- General purpose warehousing facilities. 
- Rigid security. 

- On-site customs and brokerage. 
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Customs procedures and duty/tax calculation. 

- Customs services provided by, and paid for on an hourly basis, 
by the operator (Zone management) from 8:00 a.m. — 5:00 p.m. 

- Zone recommends inventory control procedure for purposes of 
customs audit -- but tenant responsibility. Zone management 
maintains separate file of all transactions for verification. 

- Duty/tax calculation as per federal legislation. 


Public incentives. 
- As noted for Miami — note particularly nontaxing of profits from 
exports by the State. 


Target markets. 

- Tenants desiring better security than offered by bonded 
warehouse. 

- Zone accepts any tenants in order to generate activity. Later 
may be able to afford luxury of selection. Have clients leasing 
as little as 180 sq. ft. — would like a minimum of 300 sq. ft. 

- Most (over 70%) tenants storing, breaking-bulk, examining, and 
distributing imports. 

~ Some adding U.S. parts to imported products to reduce dutiable 
value. 

- Some use of local parts in exportable products to speed up 
drawback process. 


Promotional methods. 

- Work with local banks, travel agencies, etc. 

- Federal and state governments play major external promotional 

role. 

Major problem is lack of knowledge of benefits by potential 

tenants. 

- Must personally present specific proposals to potential tenants. 

- Customs brokers on-site and is one of the major sources for 
identifying potential tenants. 

Zone activities related to airport. 

- Airport basically gives tenant flexibility in using various 
transport modes. 

- Need to match target markets with traffic patterns that airline 
will offer. 

- Presently extending zone out to airport runway So goods can be 
directly off-loaded into zone. 

- Substantial tenant activity in repair and refit of aircraft for 
overseas delivery. 


Tenant demand and fluctuations. 

- Zone is relatively new and still experiencing turnover amongst 
distributors. 

- Tenants performing processing appear stable. 

- ly require one-month lease at this time — with success they 
will demand longer leases. 


Location of markets served. 

- Primarily the U.S. market with exception of aircraft repair and 
refit. 

- Substantial portion of imports serving Florida and southern 
States. 
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Objectives of public authorities. 

- Orlando not internationally oriented. Zone was used as a 
catalyst — local banks greatly increased their international 
departments and a world trade council was formed by local 
business. 

~- Started as a loss—-leader (intended to last for 3-5 years). 

- Zone to be used as an overall aid to attracting industry to the 
area. 

- Zone promotion seen as a useful feeder to local industrial 
parks. 


Public vs. private mix. 

- Zone is a totally public undertaking, the Greater Orlando 
Aviation Authority is both grantee and operator. 

- Ojective is to break-even. 

- Attempting to minimize costs —-manager and secretary are only 
Starr: 

- Old airforce buildings constitute zone facilities. 

- Would encourage any major tenant to build their own structures 
on relatively inexpensive land provided. 

- Believe operation by a public organization is better because 
there are no taxes, no profits to stockholders, can take a 
larger general economic spill-over view of their activity, and 
have found that some tenants, particularly those from the 
Orient, prefer doing business with a public body because of 
continuity that this can indicate. 


Facilities offered. 

- A 16,000 sq. ft. administration and warehouse building. 

- A 18,000 sq.ft. climatically controlled building with high 

security facilities. 

- Approximately 200 acres available for expansion. 

- Costs: - $4.80/sq. ft/annum which includes utilities and regular 
customs services. Believe that a set price which 
includes all services is preferable from the tenants' 
point of view. 

- Special fee structure negotiated with tenants operating 
in privately owned buildings constructed within the 
zone. 


Services offered. 

Security above that of a bonded warehouse. 

- On-site customs and brokerage services. 

- No centralized inventory control --reluctant to take on the 
potential liabilities. 

- Communications facilities are tenant responsibility. 
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Customs Procedures. 

- Customs inspectors are not located in the zone but are called 
in, and compensated, on a need basis by the sole zone tenant, 
Mitel. 

- Zone operates under U.S. regulations 19CFR146 and 15CFR400. 

- Duties and taxes are paid in accordance with U.S. federal 
regulations. 

- Standard U.S. Customs Foreign Trade Zone forms CF214, CF215 and 
CF216 are used for entry, exit and processing documentation. 

- Mitel's tally-in and tally out forms are accepted by customs. 

- Mitel's inventory control system is accepted by customs, it 
provides 100% accountability and tracability. 

- Mitel will soon become a custom's broker. 


Public incentives. 

- The State of Vermont aggressively provides a variety of 
incentives for industry locating within the State. These 
include Revenue bonds at reduced interest rates, partial loan 
financing at reduced rates, and tax stabilization. 

- Buildings and leases are provided at very reasonable rates. 


Target market. 

- Mitel is the only tenant that the zone has ever had and it 
occupies all of the present zone facilities. 

- There is no specific target marketing of the zone. 

- Companies tend to locate in Burlington to obtain highly educated 
and highly productive employees. 

- Companies would be attracted that are looking for FTZ advantages 
and easy access to Canada through Ottawa and Montreal. 


Promotional methods. 

- Marketing activities are provided by the grantee, the Greater 
Burlington Industrial Corporation (GBIC), as part of the 
Economic Development activities for the region. 

- GBIC feels that marketing and advertising efforts have been 
successful. 


Zone activities related to airport. 

- Mitel ships to and from Taiwan and the Philippines by air, and 
between Canada and the U.S. by truck. 

- 75% of shipments are by air. 


Tenant demand and fluctuations. 

- Mitel has been in Zone for two years. It has grown to capacity 
of Zone plant, constructed new plant outside of zone, split 
staff and is continuing to grow. 


Location of markets served. 

- Mitel's processing shipments are between Canada, U.S., 
Philippines and Taiwan. 

- Finished product is shipped world wide, with 75% in North 
America. 


Objectives of public authorities. 
- Creation of jobs in the Greater Burlington area. 
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Public versus private mix. 

- Zone grantee, the Greater Burlington Industrial Corporation, is 
actually a branch of local government, but it's operated as if 
it were a private business. 


Facilities offered. 

- 12.5 acre industrial park. 

- 16,000 square feet of manufacturing and warehousing space 
(currently used to capacity). 


Services offered. 

- General purpose warehousing facilities. 

- Security is minimal (no fences are used) and is provided by 
Mitel. 

- High productivity of workforce. 

- Labour unions are relatively inactive in the state. 

- God relations with both U.S. and Canadian Customs. 
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6.0. Wilmington, North Carolina Foreign Trade Zone No. 56 


6.1. Customs procedures and duty/tax calculations. 
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- Customs inspectors assigned to the Port of Wilmington inspect 
the FTZ shipments. 

- The Zone operates under U.S. regulations 19CFR146 and15CFR400. 

- Duties and taxes are paid in accordance with U.S. federal 
legislation. 

- Standard U.S. Customs Foreign-Trade Zone forms CF214 and CF215 
are used for entry and exit documentation. Since to date the 
zone operations have been warehouse contracts, no processing has 
taken place. 


Public incentives. 

- There are no State of North Carolina incentives. 

- There are no inventory taxes for companies operating in the FTZ. 
- Zone fee is based totally on a 15% surcharge to the Port tariff. 


Target markets. 

- There is ‘no specific target industry onsoroduct category for 
zone. 

- Would like to attract tenants that would employ from 50 to 100 
people in Zone. 


Promotional methods. 

- The zone uses all methods at its disposal to aggressively market 
the zone. 

- List of prospective tenants has been developed and sent 
promotional literature through direct mail. 

- Zone coordinator gives frequent public addresses to inform the 
public and prospective customers of the Zone. 

- Interested prospects are encouraged to visit the FTZ and the 
Port. 

- Advertising is placed in several publications, but without great 
Success at this stage. 


Zone activities related to airport. 

- Grantee is considering applying for a site at the Wilmington 
Airport. 

- Currently, no merchandise is shipped through the airport. 

- Merchandise typically enters by sea and exits by truck. 


Tenant demand and fluctuations. 
- Zone is relatively new and is now beginning to obtain tenants. 
- Interest is increasing in the Zone. 


location of markets served. 
- Mainly U.S., West Germany and Japan markets. 


Qdjectives of public authorities. 
- Increase employment in the area through controlled growth due to 
increased business activity in the FTZs and the Port Authority. 


Public versus private. 

- Both grantee and operator are public organizations. 
- Grantee is the North Carolina Department of Commerce. 
~ Operator is the North Carolina State Ports Authority. 
- Zone is breaking-even on its operations. 
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Facilities offered. 

- 24 acres in the heart of the Port of Wilmington. 

- Two general purpose warehouses having a combined space of 
509,000 square feet. 

- Modern containerization port facilities. 


Services offered. 

- General purpose warehousing. 

- Steamship and stevedoring agents, customs brokers, freight 
forwarders, Uss. Customs and: U.S. Dept. of Agriculture 
clearance, and fumigation services. 

- Security. 

- God highway, rail and air transportation. 

- Inexpensive land. 

Facilities for training workers. 
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Customs procedures and duty/tax calculation. 

- Originally a Customs-controlled area -- now done by audit. 

- Firms are seen as bonded warehouses in which anything can be 
done. 

- Can bring any goods into zone without any pre-clearance —i.e., 
no pre-Specification. 

- Can bring-in capital goods duty free. 

- Value-added (labour, overhead and profits) in zone are not 
dutiable when moved into Ireland or into any country of the EEC. 

- Basically, Customs accepts company inventory records -- no 
central inventory management deemed necessary. 

- Report and pay duties monthly. 

- Customs maintains officers in the Zone with no charge to 
tenants. 

- Starting September lst, EEC adds 30% Value Added Tax at port of 
entry — but not if goods are going into zone. 

- For document processing, regulations state a six-month limit, no 
limit if in zone. 

- Goods can be sent out or returned to zone for repair with no 
duty paid. 


Public incentives. 
- Substantial grants under Ireland Development Authority. 
- Non-repayable cost grants if firm stays for ten years: 
- up to 50% of fixed assets. 
- 100% of training costs. 
- rent subsidy — averaging around 303. 
- building supplement — often up to 50%. 


- 10% tax rate until the year 2000. 


- Land in zone provided basically free. 


Target markets. 

- 47% from the U.S. 

- Originally to build passenger traffic at airport, with duty-free 
retail included. 

- Goods being processed for EEC markets. 

- Originally took any tenants wanting space — but many collapsed 
as the textile industry did in the 1970's. 

- Now targeting electronics, electro-mechanical equipment, 
pharmaceuticals, certain types of engineering services, and 
aviation-related services. 


Promotional methods. 

- They have found that having a physical structure available is a 
key to Signing—-up tenants. 

- Used tax incentives as major promotional item. 

- They work out a promotional package by industry --keyed to 
EEC market. Then sell personally to prospective tenant firms 
from that industry. 

- The Ireland Development Authority does their overseas promotion 
and provides leads. 

~- Found that the airport had to have a reasonable flight schedule, 
given their isolation. 

- When a tenant lead comes in, a letter is sent with general 
promotional material, then telex, then telephone, and finally a 
member of the staff visits the firm if interest is shown. 
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- Project officer who brings-in a tenant company stays with them 


aS an advisor. 


- Use simple promotional materials running 4-8 pages, not 


extensive documents. 


- Spend about $400,000 promoting the general area (Western 


Ireland) each year. 


Airport activity. 


- Gods move primarily by sea and land. 
- The major benefit has been in increased passenger traffic and a 
growing local tourist industry. 


Tenant demand and fluctuations. 


- In the early years they had great fluctuations. They now 


attempt to increase the level of tenant investment and the 
quality of the labour force used in order to create 
greater stability (selectivity comes with success) .- 


- More recently, targeted industrial sectors have proven to be 


more Stable than were past clients who tended to be more service 
oriented. 

- In the beginning, the Zone gave many incentives to attract firms. 
After they had operated in the zone for a period of time, they 
began to invest and increase the value-added in their operations. 
This kept them in the zone when Ireland joined the EEC and many 


of the incentives had to be cancelled. 
- Use an exceptional purchase-option contract on buildings erected 
by the government to tie tenants to the area. 


Location of markets. 
- Strategy has always been based on proximity to, and later 
membership in, the EEC. 


Objectives of public authorities. 

- Zone was used as a trial ground for incentives to be offered 
throughout Ireland. 

- Used to develop a backward area of the country -- total 
infrastructure of the Shannon area tied to the Zone (i.e. 
housing, education, transportation, communications, etc.). 

- Based on the success of the Zone, itS management was given 
responsibility for the economic development of all of Western 
Ireland. 

- Have seen a multiplier effect of between 1-2 jobs per Zone job 
created. 


Public vs. private mix. 

- The Zone is totally public. 

- Operated on a break-even basis. 

- The income tax revenue generated more than pays for new 
investment in the Zone (there are 5000 employees in the Zone). 

- They feel that private ownership would not be able to offer the 
incentives necessary to draw firms to the area. Although they 
agree that efficiency would go up considerably and decisions 
could be made more quickly. 


Facilities offered. 

- The Zone has a number of warehouse/office space structures 
available. They are built in units of 18,000 sq. ft. and can be 
internally divided down to 3,000-5,000 sq. ft. units. 
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Since Customs control has been elminated, the level of security 
is totally up to the tenant. 

- Lease rates are $4.00/sq. ft. per annum with all utilities paid. 
There are no charges for Customs services. 

- Partially-subsidized housing is available for all employees. 


7.11. Services offered. 
- No centralized services are offered by the Zone authority. 
- In general, service needs and cost sharing are negotiated on an 
individual basis. 
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KANSAS 


TRADE 
ZONE, INC. 


WAREHOUSING AND DISTRIBUTION 


You may have an operation where you manufacture a finished 
imported, warehoused, and distributed in the United States. 


A. INVENTORY ANALYSIS 


Customs duty rate on products or components 
Interest rate on borrowed capital for duty payment 
Inventory turnover (times per year) 
Dollar value of annual inventory importation 
Value of goods per shipment received (divided 
by number of times inventory turns over) 
Yearly Customs duty expense (customs duty rate times 
inventory importation) 


GREATER METAL WORKING MACEINE TOOLS 


HORA FOREIGN-TRADE ZONE USE 
FOREIGN- ECONOMIC BENEFIT ANALYSIS 


product which is then 


Yearly interest expense (interest rate times yearly Customs 


duty expense) 

Average interest expense (Yearly interest expense 
divided by the number of times inventory turns 
over). This represents annual FTZ savings on 
interest. 


B. QUALITY CONTROL 


After entering the zone and inspecting merchandise 
some of it needs to be discarded or destroyed 
as scrap. 

Scrap 


Dollar value of scrap (Percentage scrap times 
the total inventory dollar volume) 


FTZ Customs Duty Savings (Duty rate times the 
dollar volume of scrap) 


C. EXPORT OPERATIONS 


A certain percentage of goods brought into the 
zone are to be exported using the U.S. 
as a base. 
Exports 
Dollar value of exports (Percent export 
times total inventory $ volume) 
FTZ Customs Duty Savings (Duty rate times Export 
dollar volume) 
(over) 


600 CHARTERBANK CENTER, 920 MAIN STREET, KANSAS CITY, MISSOURI 64105 U.S.A. 


(816) 421-7666 TELEX: 42 62 70 IMCORP 


9 % 
70% 
6 
$30,000,000 
$5,900,000 
annua | 
$2,700,000 
$540,000 
$90,000 & 
SAVINGS 
ra 
$150,000 
$18 500m 
SAVINGS 
10 _ % 
$3,000,000 é 
$270 ,000 
SAVINGS 


INSURANCE SAVINGS 


Insurance can be paid at the landed value of the merchandise rather than 
the landed value plus duty. 


“Percent Insurance expense Sate 

Average value of inventory $5 .000,000 
Customs Duty rate 9 % 

Average value of inventory plus Customs duty $450.900 


Insurance expenses on inventory plus duty 
(%insurance times average value of 


inventory plus customs duty) $292,500 
Insurance expense on average value of 
inventory without customs duty $250,000 
Difference in insurance expense is FTZ savings 22 500 
SAVINGS 


REPACKAGING AND BREAK BULK SHIPMENTS NOT APPLICABLE 


A zone can help in reducing delays due to labeling and marking laws, 
invoicing, or for requirements for packaging for individual countries, 
and transportation 


Annual inventory $ 
Percent yearly shipping expense io 
Current yearly shipping expense (Zyearly 

shipping expense times Annual inventory) $ 
Percent shipping savings via lighter weight 

cartons % 
Shipping savings $ 
Non-monetary savings - no delays in labels 

or marks or improper invoices eS aside 


FTZ Savings (Shipping savings plus non-monetary) $ 
SAVINGS 
INVENTORY TAX 
There is no inventory tax on merchandise held in the zone 

Average value of inventory $5,000,000 


Tax rate 33% 
Inventory tax charges $120,450 


FTZ Savings (Inventory tax charges) 5120 450 
SAVING 


TOTAL FTZ SAVINGS (Total the savings column) $516,450 


SAVINGS 


1 i 
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FOREIGN-TRADE ZONE USE 
ECONOMIC BENEFIT ANALYSIS 
(Continued) 


MANUFACTURE 


It may be advantageous to manufacture your product or products in the 
United States. However, you may find that the average duty rate on the 
components is higher than on the finished product. A zone can be 
beneficial because a choice of duty rate is allowed on either the 
finished product or components, whichever is less. 


A. INVENTORY ANALYSIS 


Annual volume 30,000,000 
Average duty rate on parts 1255 5% 
Dollar value of average duty $3,750,000 
Duty rate on finished units 9 % 
Dollar value of duty on finished unit $2 700,000 
FTZ Savings (Difference between average duty 
on parts and finished units) $1 050,000 
SAVINGS 
Using the information from Section I calculate the total savings 
B. QUALITY CONTROL (Scrap) $13 500 
SAVINGS 
C. EXPORT OPERATIONS $270,000 
SAVINGS 
D. INSURANCE SAVINGS $22 , 500 
SAV INGS 
E. REPACKAGING AND BREAK BULK SHIPMENTS $750,000 
SAVINGS 
F. INVENTORY TAX $1207450 
SAVINGS 
TOTAL FTZ SAVINGS (Total Savings Column) $2.2260 450 


SAVINGS 


Case Study 


A Company imports items from overseas. They 
are warehoused and sold primarily in the U. S. 


Assumptions 

- Customs duty rate - 12% (D) 
- Annual interest rate - 18% (i) 
- Inventory turnover - 4 times per year Gy) 
- Annual imports $ 8,000,000' Cr) 
- FTZ Pareto cost 3,000 (w) 


- Scrap - 34 of the items do not 
meet specifications 


- Exports - 104 of total imports are 
exported to China 


~- Insurance - 5% on average inventory 
value 
- Inventory tax - 1% on average 


inventory value 


- Shipments are received and stored 
in FTZ until goods are sold, (Average 
length of storage is 3 months). 


8,000,000 


3,000 


lL 


Interest Expense Savings 
Cash flow tncreases due to delayed payment 
of duty. Company A will borrow money for 
shorter period. 
$= (DL) - w 

4b 


g = SH (12 x 18) - 3000 = FTZ Savings 
4 


Custom Duty Savings 
A. The Company has a quality control 


operation in the Zone. No duty paid 
on scrapped goods, 


DI = Duty on Annual Imports = $960,000 
SCLaN A, ye = .03 
FTZ Savings 


BKB. No duty paid on re-exported goods. 


DI = Duty on Annual Imports = $960,000 
Exports % 2 sl 
¥TZ Savings = 


Inventory Tax Savings 


Zone-stored goods considered "in-transit" 


is * Average Value of Inventory = $2,000,000 
1 Tax rate = SOL 
FTZ Savings 


Insurance Savings 


Inventory value does not include U. S. 
Customs duty 


7 = Average Value of Inventory = $2,000,000 


Insurance expense = ae) 

a6 , DL Average Value of Inventory 
TP oT plus Customs duty = $2,240,000 
Insurance expense = 205" 


FTZ Savings 


Total Foreign-Trade Zone Savings 


S$ 40,200 
$ 28,800 
$ 96,000 
20,000 

$ 12,000 


$ 197,000 
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